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KEY ECONOMIC INDICATORS! 


(Money values in U.S. millions of dollars except where stated otherwise.) 


Change 
1978-79 


Indicator 1977 1978 1979 (percent) 


Income, production, and employment: 

GNP at current prices 2411.1 
GNP at constant (1970) prices NA 
Per capita GNP at current prices 2111.1 
Gross capital formation at current prices NA 
Plant and equipment investment NA 
Personal income NA 
Industrial production NA 
Average industrial monthly wage (dollars) 

Average labor productivity NA 
Labor force 

Population (millions) 3 23.7 
Electricity sales (million kilowatt-hours) 2 5.4 


Money and prices: 

Money supply (currency in circulation, 
demand deposits, and time and savings 
reports) 

Wholesale and retail trade 

National consumer price index 
(1977 = 100) 


Balance of payments and trade: 
Gold and foreign exchange reserves 
Outstanding foreign debt 
Debt service (percent of export earnings) 
Balance of payments 
Balance of trade (deficit) 
Exports, f.o.b. 
U.S. share of exports 
imports, c.i.f. 
U.S. share of imports 


GNP = gross national product; NA = not available; c.i.f. = cost, insurance, 
freight; f.o.b. = free on board. 


1al1 conversions have been made at the current exchange rate of US$1 = So.Sh.6.232. 
Unless otherwise stated, all figures represent end-of-year totals. 

2source: World Bank. 

3poes not include 400,000 refugees (1979). 





SUMMARY 


Because reliable estimates of Somali gross national product 
(GNP) and income accounts are not available, this assessment 
of the national economy is made on the basis of incomplete 
information and partial economic indicators available to the 
Embassy in Mogadishu. 


According to available information, the overall performance 

of the Somali economy slowed down in 1979, continuing the trend 
of the preceding year. Production in Somalia's small manufac- 
turing sector declined virtually across the board with only 
some modest production increases shown in a very few cases. 
Somalia's performance in the agricultural sector, as indicated 
by fragmentary production figures of the country's principal 
crops, continues to decline below 1978 levels. Exports of 
livestock, Somalia's largest foreign exchange earner, decreased 
by 3.2 percent from 1978. 


The deficit in Somalia's balance of trade continued to worsen 

in 1979. Despite significant foreign assistance, Somalia ex- 
perienced a sizable balance-of-payment deficit. While there 

is the possibility of increased aid from Western donors, Somalia 
may suffer from a reduction in assistance from some of the 
petroleum-producing Arab states for a variety of political 
reasons. While aid should continue to increase in real terms 

it will not be enough to overcome another balance-of-payment 
deficit in 1980. The outlook for increased domestic and private 
investments holds some promise, but is not expected to increase 
significantly in the next few years. Somalia's acute lack 

of foreign exchange continues to hamper foreign trade and invest- 
ment. 


Per capita income and other economic indices rightfully place 
Somalia among the poorest of the least developed countries 

of the world. There has been little progress in any economic 
sector over the last decade, although development efforts are 
underway to concentrate on meeting the basic human needs of 
the people. While noticeable gains have been made in health 
and education, improvement is needed in other areas. Problems 
include the almost total lack of incentives for workers, the 
low level of industrial and civil service wages (despite Govern- 
ment decree, effective January 1, 1981, to increase wages from 
5 percent to 30 percent, depending on the individual's salary), 
the primitive state of communications and transportation, the 
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limited water supply, and the continued outflow of both skilled 
and semiskilled workers to the more lucrative job markets of 
the Middle East. These and other problems must be faced by 

the Government of the Somali Democratic Republic (GSDR) before 
real economic progress can occur. 


CURRENT ECONOMIC SITUATION AND TRENDS 
Livestock 


Livestock is the mainstay of Somalia's economy. It employs 

an estimated 70 percent of the population and provided 71 percent 
of the country's export earnings in 1979. Livestock exports 
decreased from 1.533 million head in 1978 to 1.503 million 

head in 1979, a net decrease of 3.2 percent. GSDR sources 
attribute this decline in exports, in large measure, to a sharp 
increase in domestic meat prices, which made export business 

less profitable. Arab countries, primarily Saudi Arabia, remain 
the sole importers of Somali livestock. The GSDR, in conjunction 
with several multilateral and bilateral aid donors, is trying 

to expand livestock production through large investment outlays 
in its 3-year development plan (1979-81). The aim is to 
transform the present traditional nomadic system into a modern 
and settled mode of production involving greater integration 

of agricultural and livestock production. 


Agriculture 


The second largest sector of the Somali economy is agriculture, 
which suffered an estimated 12-percent decrease in production 
in 1979. 


Bananas remain the most important agricultural commodity and 
Somalia's second leading export. Banana exports decreased 

by 3.4 percent in 1979 to 55,500 metric tons (MT) from 57,300 MT 
in 1978. Total banana production increased from 69,700 MT 

in 1978 to 72,200 MT in 1979, but as a result of almost a decade 
of GSDR mismanagement still remains small in comparison to 

the 1970 figure of 140,300 MT. This modest increase in banana 
production came as a result of GSDR investment undertaken in 

the last few years with the explicit aim of rehabilitating 

the banana industry. 


Maize production decreased by 5 percent and sorghum by 2 percent 
in 1979. As a result, the Somali Agricultural Development Corp. 
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(ADC) was unable to make sufficient domestic purchases of maize 
and was compelled to import 15,000 MT of maize to satisfy domestic 
requirements. The ADC is attempting to take corrective measures 
to enhance local production; foremost among these is an increase 
in the producer price of both maize and sorghum. 


Industry 


Output in the manufacturing sector declined in 1979 by approxi- 
mately 13.7 percent from 1978. The rates of decline from 1978 
were highest in the pasta and wheat flour factory (20 percent), 
the sugar factory (11.2 percent), the milk factory (18.1 percent), 
and the textile industry (28 percent). The decrease in production 
in these various industries, according to the Central Bank 

of Somalia, is attributable in large part to outdated machinery; 

a lack of spare parts, skilled labor, and raw materials; and 
frequent fuel shortages and/or power outages that disrupt 
production. 


While Somalia did experience a decrease in sugar production 

in 1979, a new $150-million sugar factory, jointly financed 

by Saudi Arabia and the United Arab Emirates, became operational 
in 1980. This new factory was designed to meet the increased 
domestic demand for sugar and to provide a small surplus for 
export. 


Somalia's five fish processing plants remained closed throughout 
1979 for lack of spare parts and skilled labor. One of the 
country's two meat processing plants resumed activity in 1979 
after having been closed throughout 1978. While no production 
figures are available, export data indicate that this factory 
produced 1.5 million cans of tinned meat, almost all of which 
was exported to Italy. The privately owned meat factory in 
Mogadishu remained closed throughout 1979. 


After a decline in production for 2 consecutive years (1977-78), 
output of the fruit and vegetable processing factory improved 

in 1979, showing an increase of 12 percent over 1978, but this 
output was still below the 1977 level. A shortage of raw material 
continued to be the number one problem of the factory. It 

has the capacity to process 160 MT of fruits and vegetables 

per day, but, in 1979, the factory worked at less than 2 percent 
of its installed capacity. 
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The cardboard and plastic bag factory showed a moderate increase 
in production of 8.1 percent over 1978. This increase in pro- 
duction was attributed to improved demand for packaging materials. 
Despite the increase in production, underutilization of produc- 
tion capacity remained an outstanding problem. The primary 
constraint to increased production was the smallness of the 
domestic market and the lack of export markets. The factory 
plans to increase production, however, in response to an expected 
increase in demand for export cartons from the National Banana 
Board. 


Production from the cigarette and match factory increased 31.5 
percent. This resulted from a more than twofold increase in 
match production and a 10.1 percent increase in cigarette produc- 
tion. New equipment was installed in both the match and cigarette 
sections of the plant in 1979. The GSDR expects that, in 1980, 
the factory will be able to supply more than 50 percent of 

the domestic consumption of cigarettes and more than meet the 
domestic demand for matches. 


The $30 million Iraq-Somalia petroleum refinery (IRAQSOMA) 
was completed in late 1978 and became operational in early 


1979 as a joint-venture company (equal ownership basis) of 

the Somali and Iraqi Governments. The refinery has the capacity 
to process approximately 1,350 MT of crude oil per day. In 

1979 it was working at approximately 40 percent of its installed 
Capacity. During 1980 it began to operate at capacity. It 

is hoped that at full capacity the refinery will be able to 
provide up to 80 percent of Somalia's refined petroleum needs. 
In 1979, the first year of operation, the refinery processed 
approximately 250,000 MT of crude oil. Because the refinery 
depended upon Iragi crude supplies, which were cut off in September 
1980, processing was reduced in 1980. 


In 1979, the electric power generating capacity of the National 
Agency for Electric Energy increased by 91.8 percent to 34,380 
kilowatts as a result of the completion of the Gezira Power 
Station. The 3-year development plan includes projects related 
to the expansion and modernization of electricity generation 
and distribution in five of the country's principal cities, 
where existing electric power generating plants are inadequate 
to meet current and projected demand. 





Money Supply 


Monetary aggregates continued an expansionary trend in 1979. 
Total liquidity (money supply narrowly defined and quasi-money) 
rose by 35.7 percent, compared with a 32.5-percent increase 

in 1978. Money supply, narrowly defined, alone increased by 
35.1 percent in 1979, compared with an increase of 30.4 percent in 
1978, while quasi-money rose by 49.8 percent in 1979, compared 
with a 45.3-percent increase in 1978. Unlike 1978, when money 
in circulation accounted for the major share of the monetary 
expansion, demand deposits proved to be the dominant element in 
1979 and accounted for 56 percent of the increase in the money 
supply. The ratio of demand deposits to money supply increased 
from 48.9 percent in December 1978 to 50.6 percent in December 
1979. Money in circulation also showed a remarkable increase 
of $43.2 million, rising from $141.7 million in 1978 to $184.9 
million in 1979. The major factor causing changes in the money 
supply was a sharp increase in domestic credit from $275.3 
million at the end of 1978 to $474.5 million at the end of 
December 1979. Loans to the Somali Government accounted for 

74 percent of the increase. 


Inflation 


Central Bank sources give Somalia's rate of inflation as 24 
percent for 1979, as compared with 10 percent for 1978. Accord- 
ing to unofficial Somali and third country sources, the actual 
inflation rate was much higher, possibly 60 percent. 


Balance of payments 


Somalia's balance-of-payment position drastically declined 
from a surplus of $8.2 million in 1978 to a deficit of $85.3 
million in 1979. This negative result was due primarily to 

a deterioration in the current account deficit, which widened 
to $207.8 million dollars in 1979, an increase of almost 220 
percent. The trade deficit deteriorated by 73.8 percent to 
$291 million in 1979, and the deficit in the services account 
more than doubled to $11.7 million in the same period. Thus, 
the deficit in the goods and services account rose by more 
than two-thirds to $302.7 million. Although official grants 
more than doubled in 1979, net unrequited transfers decreased 
by 11.2 percent as a result of reduced inflow of private transfers. 
In spite of an increase of more than 25 percent in the net 
capital inflow, the surplus in the capital account was barely 
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sufficient to cover approximately 41 percent of the current 
account deficit. 


Total exports fell by 3.2 percent from $110.5 million in 1978 

to $107 million in 1979. The decline in export receipts was. 
mainly the result of lower receipts for livestock. All other 
export items exhibited significant increases in export receipts 
over their respective levels of 1978. Earnings from banana 
exports, in spite of a decline in volume, rose by 24.2 percent 

in 1979, reflecting an improvement in relative export prices 

and delayed receipts from exports of the previous year. Exports 
of hides and skins, the third leading export commodity, increased 
by 89.9 percent in 1979 to a value of $9 million. A new addition 
to Somalia's list of exports in 1979 was refined petroleum 
products from the IRAQSOMA refinery, which amounted to $4.2 
million. 


While total Somali exports declined, Somalia experienced a 

43.2 percent increase in its level of imports to $398 million 

at the end of 1979. Official Somali financial sources credit 

this increase more to higher import prices than to growth in 
volume. While data on the commodity breakdown of imports are 

not available, Somali financial sources attribute most of the 

rise in the country's import bill to steep increases in oil prices, 
as well as to the need to import larger quantities of foodstuffs 

to feed approximately 400,000 refugees from the Ogaden during 

1979. 


IMPLICATIONS FOR THE UNITED STATES 


While no specific new guidelines have been established, the 
Government of the Somali Democratic Republic is inviting Western 
business executives to investigate business opportunities in 
Somalia. Primarily because of Somalia's shortage of skilled 
labor, its poor communication and transportation system, its 
relatively small market, and its shortage of raw materials, 

few Western firms have expressed much interest in expanding 

into Somalia. This has resulted in business focusing its interest 
on providing equipment and services to Somali development projects 
paid for by various aid donors. 


With the exception of an agreement signed in early October 

1979 between the Atlantic-Richfield Co. (ARCO) and the Government 
of the Somali Democratic Republic for the exploration of oil, 
there is no U.S. investment in Somalia and little likelihood 
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of any significant investment in the near future. Although 
there is a chance for increased U.S.-Somali trade, most of 

the opportunities will probably be in development-project- 
related areas financed by various aid donors. The U.S. Export- 
Import Bank and other American financial institutions have 
declined to guarantee U.S. exports and investments, in many 
cases due to the limited financial data available from GSDR 

or World Bank sources. Many U.S. firms have found it difficult 
to compete with the firms of other industrialized countries 
that take Somalia's critical shortage of foreign exchange into 
consideration and often offer generous financing arrangements. 
Without a change in financing policies, U.S. firms will continue 
to face this problem in operating in Somalia. 
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